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Hong Kong Aircraft Engineering Company Limited,
one of the world’s leading aeroncauticatl
engineering groups. is engaged in the
mcintenance, modification, repair and overhaul
of commercial aircraft and their components.

Itis principally based at Hong Kong's International
Airport, but through jointly confrolled companies
also provides services in Xiamen, Mainland China
and at off airport locations in Hong Kong.

At Hong Kong's International Airport, where it has
about sixty airline customers, it is the only aircraft
maintenance facility able to offer a
comprehensive package covering transit and
technical services with full hangar support.

The hangar has the capacity to accommodate
three wide-bodied aircraft fully docked and an
additional two nose-in, with a unique mobile tail
enclosure 1o provide full cover and access staging.
It has the necessary approvals to handle a wide
variety of circraft types from Boeing 747 to new
generation aircraft such as B777 and the Airbus
A320/321, A330 and A340. The facility also
undertakes B747-200 combi to freighter
conversions,

The extensive component and avionics overhaul
facilities are situated at Tseung Kwan O in Hong
Kong, as is the Rolls-Royce engine service centre

__operated by Hong Kong Aero Engine Services

Limited.

Taikoo (Xiamen) Alrcraft Engineering Company
Limited operates at Xiamen's airport, where it
provides heavy maintenance on Boeing and
Airbus aircraft and offers a B747-200/300 passenger
o freighter conversion programme. It also offers
line maintenance services at various locations in
Mainiand China.
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Highlights &

2003 2002 Change B8
(@in HKS Millior) (B¥EET)
Turnover 1,987 2,078 -4.4% b
Net operating profit 104 ¢ 276 -62.3% EEER
Share of affer tax resuits of material BEFERRAF
jointly controlled companies: M BEE
- Hong Kong Aero Engine - BB REH
Services Limited 158 141 12.1% BISREERELT
- Taikoo (Xiamen) Aircraft - BEfALRBIRE
Engineering Company Limited 81 71 14.1% BRLAF
Profit attributable to shareholders 345 465 -25.8% B R EF|
Dividends 306 539 -43.2% RE
Shareholders’ equity 2,983 3,177 -6.1% IR AR RE
(number cf shares in ‘000) (R EE L TRE)
Average number of shares in issue 166,325 166,330 0.0% FHEBITRAHAE
(in HKS) (B5T)
Earnings per share 2.07 2.80 -26.1% SR2F
Dividends per share 0.84 0.74 13.5% sEERE
Special dividend per share 1.00 2,50 -60.0% BREIRE
Shareholders’ equity per share 17.93 19.10 -6.1% SRRRRE
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Turnover Profit attributable to shareholders
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Ten Year Finoncial Summary T B & E

2003 2002 2001 2000 1999
(in HKS Mitlion)
Turnover 1,987 2,078 1,994 1.821 1,959
Net operating profit 104 276 127 262 -
Share of after tax results of
jointly controlled companies 263 227 197 134 61
Profit attributable to shareholders 345 465 312 400 59
Dividends - 306 o ‘53‘9_““7 108 106 o 81 ]
Funds employed:
Fixed assets 1,513 1,597 1,636 1,708 1,773
Other assets 1,923 2,083 1,549 1,229 1,137
3,436 3,680 3.185 2,937 2,910
Less : current liabilities 348 394 360 313 288
3,088 B (_3:286{ 2,82§~ S 2,624 2622
Financed by:
Shareholders’ equity 2,983 3177 2,713 2,509 2,504
Minority interest 5 5 5 5 5
Long term loan 100 ‘ 104 107 110 113
3088 3286 2825 2624 2622
@in HKS)
Earnings per share 2.07 2.80 1.87 2.40 0.32
Dividends per share 0.84 0.74 0.65 0.61 0.57
Special dividend per share 1.00 2.50 - - -
Shareholders’ equity per share “ 1793 1910 1630 15.02 1353
Dividend cover - fimes 2,46 378 2.88 o 3.79 - 073

Note: The presentation of certain figures for prior years has been changed to conform with that used for the current year.
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Earnings and dividends per share Shareholders’ equity per share
EREINRERRE GIRIRERE
(Total HKS / @R T) (Total HKS / 18aT 5% 7T
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3.00 {l Dividends Fz5. 20

2.50
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1998 1997 1996 1995 1994

(BHEET)
2,028 2,375 2,462 2,391 2,418 EREE
17 323 573 397 500 EERER
43 40 ©) 8 ) AR ATBRBEREE
146 320 495 33] M4 B RE{E SR
m 148 148 148 174 BB
. EeEH
1,895 1,057 401 324 367 BEEE
1,426 1,940 2,428 2,068 1,913 HibEE
3,321 2,997 2,829 2,392 2,280
659 455 455 364 433 B OREAE
2,662 2,542 2,374 2,028 1,847
, ERERE
2,541 2,537 2,369 2,023 1,842 BR R AE
5 5 5 5 5 LERRES
116 - - - - REIER
2,662 2,542 2,374 2,028 1.847
()
0.79 1.73 2.67 2.23 2.41 SRER
0.44 0.60 0.80 0.80 0.94 BHREE
- - - - - BREJRE
13.72 13.70 12.79 10.93 9.95 ERRERE
1.31 2.16 3.34 2.24 2.38 EFERB L REY

i BRFEETHFZRTECTFEN BzBXFEfRA2RTEH -
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Chairman’s Statement
FERESE

Results
Profit after tax aftributable to shareholders for the year was
HK$345 million, which represented a decrease of 26% from

the previous year.

2003 was a challenging year for the Company and the
aviation indusfry in Hong Kong as a result of the SARS outbreak
in the region, and fthe result for the year reflects the drop in
aircraft movements through Hong Kong International Airport
and the deferral of heavy maintenance due to base
custfomers temporarily grounding some of their aircraftf. In
addition, the 2002 result included an amount of HKS$70 million
comprising the release of provisions made in previous financial
periods to cover potential problems in collecting full amounts
due from customers and stock obsolescence. The
corresponding figure in 2003 was a charge of HKS1 million.

The contribution from jointly controlled companies continued
to grow in 2003, with their combined share of profits after tax
increasing from HKS$227 million to HKS$263 million. The
contribution from Taikoo (Xiamen) Aircraft Engineering
Company Limited ("TAECO”) increased from HKS71 million to
HK$81 million, including a non-recurring profit of HKS12 million
from ifs sale of an inferest in GE Engine Services (Xiamen)
Company Limited ("GEES"), while that from Hong Kong Aero
Engine Services Limited ("HAESL") was HK$158 million (2002:
HK$141 million).

Ar : HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED Annual Report 2003

S

FEEZRREABRREENBBE=
SETHEARR WEERLFETR
BAZZtRe

BRENRBFRRFLEH  —FF
SHEHALTAREENZEMEZRA
ZRN—F  AFEZRERPELE
BEBHEZMIMBEEMTRE - UK
BECBRETNERoREER B
BRBESEIRERET - 1t =F

FHEZRECESBEBAHNRTF
ERAUKRERBUEZEUEFER

 HEBECEERELTERER.

BE-EZHEEK TR AEERIEE
—HER-

RERBERATAZEBEEBR_TT=E
BBMEER  SRIEOTZBRBLER
HEBE_E-_TLtEBTEMERE =
BARFZEET REBMALTREL
RERAR (EPATREIREAF) 2
¥ESHBBYLT -EERAENES
MNF-EBr HAEERAHES
AERBEHRIRE (BEPT) BRAT ER
ERREBRBAE) RBMBZEER
WEMNBE T B8R MEBRE
REREEREERLT (EBANZRE
BESRE AR 2 X BERE BB -
BERAFN\EEL(CEZ-FRBE—E
[F-\&8D °




Alrcraft washing of Chek Lop Kok, Hong Kong
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Review of Operations

The Company is The sole provider of comprehensive aircraft
maintenance at Hong Kong International Airport. The
Company’s premises comprise a single hangar capable of
fully enclosing three wide-bodied aircraft, together with
associated workshops and offices, and a five-storey building
at Tseung Kwan O housing component and avionic overhaul
workshops and administration offices. The Company also

occupies space at the airport terminal,
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Line Maintenance

The line maintenance division employs around 1,600 people
(2002; 1,550) who provide a comprehensive range of technical
and non-fechnical services to ailines operating through Hong
Kong International Airport. The Company is the main provider
of such services in Hong Kong and hence the division’s
performance is primarily related to the number of flights
through the airport. In 2002, the average number of aircraft
handled daily was 200, and this level of activity continued
info early 2003. However, due to SARS this number dropped
to 107 in May, before gradually returning to a normal level by
about the end of September. The average number of circraft
handled daily during the iast quarter of the year was 212, a
6% increcse compared with 2002, This level of activity is
expected fo confinueinto 2004, although this market in Hong

Kong continues to be price-sensitive, with consequent pressure

on margins.
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Heavy maintenance at Chek Lap Kok, Hong Kong
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Base Maintenance

The base mainfenance division employs around 1,020 people
(2002:; 1,130) who provide customers that rely on the Company
for comprehensive support with a full range of scheduled
maintenance checks and in addition undertake periodic
checks, modifications and overhaul work on a wide variety of
aircraft types. Approximately 44% of the division’s work is for
the three scheduled airlines operating out of Hong Kong:
Cathay Pacific Airways, Air Hong Kong and Dragonair. It
competes on price, availability of space, turnround time and
qguality of workmanship with other Maintenance and Repair
Organisations worldwide, The hangar was busy until the end
of September, but has been under-utilised during the last
quarter. Itis expected that the facility will return to full utilisation
in 2004. Man-hours sold in 2003 were 1.35 milion, a 2% decrease
when compared with 2002. Operating with the existing shift
patterns, the maximum available man-hours is 1.4 million,

which includes 0.3 million man-hours of overtime.

Component and Avionics Overhaul

The overhaul division occupies more than 7,000 square mefres
of modern workshop space in a five-storey building at Tseung
Kwan O and employs around 220 people. With reduced work
being undertaken by both line and base maintenance during
2003, this division experienced a drop in tThe number of
components o be repaired, and a 57% decrease in
contribution to operating profit. In addition, it is becoming
apparent that Original Equipment Manufacturers have
decided fo increase their presence in the ofter-soles service
market, with a consequent drop in volume of the number of

components coming to the Company.



Jointly Controlted Companies

TAECO opened its third hangar on 24th March 2003. Each of
the hangars is capable of fully enclosing two wide-bodied
aircraft. Most of TAECO's capacity has been tfaken up by
shareholder customers or their offiliates, but with the increased
capacity provided by the third hangar, there will be a need
to find additional third-party customers, As with base
maintenance in Hong Kong, customers deferred heavy
mainfenance checks planned for the second half of the year
into 2004 and this adversely affected TAECO’s result for the
year. On the other hand, while still only representing about 1%
of turnover, line maintenance cperations continued to expand
and an office was opened in Beijing late in the year. In
December 2003, the line mainfenance operations handled
about 500 flights in Beljing. Xiamen and Shanghai, almost
double the average number of flights handled per month in
2002.

In October 2003, Boeing announced that it was initiating a
programme to converf Boeing 747-400 passenger aircraft to
freighters, and that the first three such conversions would be
done by TAECQO, with work starting in 2005. There have been
subsequent announcements that Cathay Pacific Airways
Limited will be the launch customer for this programme, and
that it will convert atf least six, and possibly as many as twelve,
passenger aircraft into freighters. The sixth such conversion is
due for delivery by the end of 2007.

The number of engine arisings in GEES since it opened had
been disappointing compared to the initicl business plan and’

projections by the General Electric Company ("GE”Yindicated
that losses would continue for at least ancother 5 years; in view
of this, GE offered to buy out the other shareholders for a price
equating to their original investment.

8 : HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED Annual Report 2003

REQE

EfRALREIRBAREERER=
ZE=F=ZA=-1TEBRAE  -BELE
ANEERAMEEERE - BF9AS
RETRARZEERBARDIARRE
EFYHEBESESH  BEEE=F
HEZERMERESSER BEZFEX
ERE-FEPF - FUMEBEMEMSS
BR—% ZEEFEELTERTH
EETIAUNEBREIRHRE-S
Z2ME . AMEEMAATREIEAQR
AEBEBERTHNEE - B—FHE

Boz— BUHEBHERR  ARE
FEELRFER-—FHEE - 2=
F+ZA  HBBEEEBRIER - BN
EESRENTEERE £A°-ET
TEBATVHEREHIIHE <M -

ZEEZF+AH O REAREMEFE
T—IER B SR E747-A00R B
AEK H-ENEIBEREMAS
REIRATET RZEHEREH
IR - ZATHRELZESH  BE
BRMEBERAGGHBZEHEZE
NEE BRREBLIAREEHRAE
o HEXLEAUREET 4 - ERE
BETHZEHREER-_TZLERR
fFe

BRSRBEERE L ERUBUNRA
REZHDRYE  BEYZEHKTE
M ALE  MERBERLR(ERE
R) e RRER » RRBDEFHM
BBEEHE . ARRY  BASKREN
DREERERREBNER - OEMER
REFENERE -




ARAFBES <O T AR ZEEM
ZRRECRYG AT REAZEER
BEMERAERRBRHETET
o BZADREMEBARZ AR
TR ECRRRE CRDEEE
B/ ZAEEAEINTES - FR
WERBREGERRES  XFERE
RFZRE  —RBZFEHREMER
CRIRBER-BELThE BRZE
RoEZIREENEIZT « ZLH
MEZEN 2B R RERERMELTE

TZIR  WATFRSEMRHLAR
BEMELR  REEEFMZELT B
RESMZELARPEFEIRELIR
HERZRBETIERE - FEMZH
BHEZRERRDBEE - AERZM
BN RBRECRBERLDEEE
BHAE  BHACTENFE2ENRE
BARS -

While HAESL, in which the Company has a 45% interest, also
experienced a reduction in engine arisings from Cathay Pacific
Alrways, its main customer, it was able to replace most of this
shortfall by additional arisings from customers whose
operations were not affected by SARS. Conseqguently it has
had another good year, with increased revenue and improved
profitability. The number of engines put through its facility in
2003 was 179, a 10% increase on throughput in 2002, In addition
to work performed for Cathay Pacific Airways, which
accounted for about 38% of revenue, significant engine work
was also carried out for Rolls-Royce plc, Emirates Airlines, Thai
Intfernational, Malaysian Airlines and China Southern Alrlines.
The result for Singapore Aero Engine Services Pte. Limited, in
which HAESL has a 20% interest, was in line with expectations A
and increased profitabllity is expected in 2004,

Components testing af Tseung Kwan O, Hong Kong
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The Company owns 49% of Goodrich Asia-Pacific Limited,
which refurbishes carbon brakes and overhauls wheel hubs
at Fanling, in Hong Kong. It confinued to perform well. The
Xiamen based Goodrich TAECO Aeronautical Systems Limited,
in which TAECO has a 35% interest, had anincrease in demand
for ifs services and was profitable.

Taikoo (Shandong) Aircraft Engineering Company Limited
(formerly Shandong TAECO Alrcraft Engineering Company
Limited), in which the Company and TAECO have a combined
interest of 30%, provides a heavy maintenance service for
narrow-bodied aircraft and in particular B737 aircraft. it is
expanding its capacity and capabilities to meet customers’
projected needs. A second hangar was opened in May 2003.

This company is profitable.

In-Services Asia Limited, ajointly controlied company in which
the Company has a 35% interest, sells Infertechnigue
components, and provides a warranty and repair service o
customers. Its revenue has grown in 2003 and the company Is

profitable.

EADS SOGERMA HAECQO Services Company Limited, ¢ jointly
controlled company in which the Company has a 50% interest,
provides computerised testing of components. In a difficult
market, it has not met volume expectations, but is expecting
an improvement in 2004,

Honeywell TAECO Aerospace (Xiomen) Company Limited, a
jointly controlled company in which the Group has an
atfributable 30% interest, had a strong year, with increased
revenue and profitability.

—[ O : HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED Annual Report 2003
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Engine service racility ot HAESL, Tseung Kwan O, Hong Kong
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Financial Review

81 7% [ B8

Turnover B
Note
FfeE 2003 2002
(in HKS Million) (BEEET)
The Company and ifs subsidiary
company I 1,987 2,078 FRTREMEBLGE
HAESL 3,636 3,356 EBMERHREERELT
TAECO 607 583 BREATREIRZLT
Other jointly controlled comparies 316 272 Hin 2L T
Total 6,546 6,289 -

reporting requirements in Hong Kong.

2 The whole of the turnover for the jointly confrolled companies is included in

fhis table.

Notes. 1 As disclosed on the face of the profit and loss account in accordance with
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Dividend

An interim dividend of HK$0.28 per share was paid on 22nd
September 2003. Your Directors have recommended a final
dividend for 2003 of HKS0.56 per share and the proposed totai
ordinary distribution per share represents an increase of 14%
over that declared for 2002. This distribution is covered
2.46 times.

The Directors have also recommended a special dividend of
HK$1.00 per share (2002: HK$S2.50), which would be payable
with the final dividend:

The totat dividends paid and proposed in respect of 2003
amount to HK$306 million.

Net Assets

Net assets decreased during the year from HK$3,286 million to
HKS$3,088 million. Capital expenditure amounted to HKS$47
million, mostly on computer systems, tooling and vehicles used
at the airport. Working capital decreased from HKS500 million
to HK$383 million primarily because of the special dividend
payment.

Net Liquid Funds and Financing

Cash, cash equivalents and short term deposits decreased
by HK$127 million to HK$420 million during the year, with strong
net operating cash flow. Dividends ond shareholder loan
repayments from the jointly controlled companies amounted
to HKS$221 million, while the special dividend paid was HK$416
million. The Company is expected to generate liquid funds
during 2004 that will exceed its operating, working capitat and
budgeted capital expenditure requirements. In addition, it has
negoftiated loan facilities equivalent to HKS$454 million, of which
HKS$100 million is subject to renewal during 2004,

‘[ 2 : HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED Annual Reporf 2003
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Currency Fluctuations

The Group’s income is substantially in HK dollars or US doliars.
Operating costs and caopital expenditure of the Company and
its Hong Kong based jointly controlled companies is
substantially in the same currencies as are those of its jointly
controlled companies in Mainland Chinag, which also use

Renminbi.

Environment

The Company recognises that its operations could impact the
environment in which it operates, and it endeavours 1o monitor
and to reduce the extent to which they do so. When it moved
to Hong Kong International Airport at Chek Lap Kok and built
its new facilities in Tseung Kwan O, the Company incorporated
systems to minimise the effect of effluents on the environment.
Since then, it has initicted projects 1o further reduce energy
and resource usage, and to recycle waste where practicable.
In 2003, the Company spent HKS3 million (2002: HKS4 million)
on capital and recurring expendifure to achieve those

objectives, and plans to increase this to HKS4 million in 2004,

Maintenance facility at TAECO, Xiamen, Mainland China
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Staff

The Company employed 3,445 staff af the end of 2003, a small
decrease from the end of 2002. This number included 85
craftsmen and engineering apprentice frainees for TAECCO and
148 full-time HAECO employees who have been seconded o
TAECO,

In addition, TAECO employed 1,779 local staff and HAESL 678
staff,

In what has been ¢ difficult year, the result reflects the hard
work and commitment of all the staff, and on behadlf of the
shareholders, | should like to thank them for thelr continuing

support.

Outlook

The Inferim Report indicated that the outlook for the second
half of the year was uncertain, with the number of flights
through Hong Kong picking up but with indications that major
customers would defer some heavy maintenance into 2004,
With the exception of HAESL, this has proved fo be the case.

However, by the end of the year, line maintenance operations
were close to normal and some growth is expected in 2004 as
confidence returns to the region. In addition, the heavy
maintenance work deferred from 2003 nas resulted in good
forward bookings for 2004 and the hangar and engine
overhaul facilities are expected to be working at effectively

full capacity during the first half of the year,

David Turnbull
Chairman
Hong Kong, 9th March 2004
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Corporate Governance
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The Board is committed to a high standard of corporate
governance and throughout the year the Company has
complied with the provisions of the Code of Best Practice as
set out in the Listing Rules. The following describes how the

principles set out in the Code have been applied.

The Board of Directors

The Board currently has eleven members, comprising seven
Non-Executive Directors, three of whom are independent, and
four Executive Directors, including the Chairman. Biographies

of all the Directors are presented on page 17.

The Board meets formally six fimes a year and Board papers
dedling with important matters are circulated for approval at

other times. The average aftendance in 2003 was 90%.

The Directors are respoensible to the shareholders, employees
and other stakeholders for the long-term development of the
Group and for ensuring that the accounts show a frue and
fair view. To this end, certain matters are reserved for the
decision of the Board including all major strafegic and financial
decisions. To enable the Board to perform its dufies, all Directors
have full and fimely access to all relevant information. Non-
Executive Directors are encouraged to visit the Group’s

operations.

Each Director is required to retfire at the third annual general

meeting following his election.

Executive Committee

The Executive Committee comprises the Executive Directors,
(excluding the Company Chairman), two Non-Executive
Directors, one of whom chairs the monthly meetings, and three
senior executives from the Company, its jointly confrolled
companies and customers. It is responsible to the Board for

overseeing the day to day operation of the Company.




Audit Committee

The Board has established an Audit Committee comprising
three Non-Executive Directors, two of whom, including the
Chairman, Dinty Dickson Leach, are independent Non-

Executive Directors. In 2003, the Committee met three times

with 100% attendance. It reviews ond reports to the Board-on-

the published financial information and the in‘remql controls
and risk management procedures of the Company and its
managed jointly controlled companies. The external auditors
attend these meetings, parts of which are held without any
management of the Company being present. At the invitation
of the Committee, the Finance Director regularly attends
meeftings of the Committee, as do the Swire Group Internal
Auditor, the Management information Department manager

and the Quality Assurance manager as appropriate.

Remuneration Committee

At its meeting in November 2003, the Board established a
Remuneration Committee comprising three Non-Executive
Directfors, two of whom are independent Non-Executive
Directors. The Commitfee is chaired by Peter Johansen and
will meet at least once a year. The principal role of the
Committee is to determine and review the Company’s policy
for remunerating its Executive Directors and the remuneration
packages of individual Executive Directors. At its meeting in
December, after due consideration by reference to relevant
comparafor companies, the Commitfee approved the

remunerafion packages for those individual Directors,

Internal Audit

In order to review the system of internal control and to assess
the effectiveness of risk management procedures, the
Company contracts with the Swire Group Internal Audit
Department for the provision of internal audit services, and
also has a small feam of its own auditors who undertake
compliance audits. The Swire Group Infernal Auditor reports
to the Company’s Chairman and the Audit Committee, while
the Company’s internal auditors report to the Audit Committee
through the Finance Director.
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Executive Directors

David Turnbull’, aged 48, has been Chairman of the Board
since September 1995, He was Director and Managing Director
of the Company from January 1990 to December 1993 and
rejoined the Board in March 1995, He is also Deputy Chairman
and Chief Executive of Cathay Pacific Airways Limited and a
Director of Swire Pacific Limited and John Swire & Sons (H.K)
Limited. He joined the Swire group in 1976.

Chan Ping Kit, aged 58, was appointed Deputy Chairman and
Chief Executive Officer on 8th August 2001, He first joined the
Company in 1966 and resigned as Deputy Chief Engineer
(Mainfenance) in June 1990, He rejoined in December 1992
as General Maonager (Base Maintenance & China Operations)
and was appoinfed a Director in November 1993 and

Managing Director in July 1998,

Marven Bowles’, aged 53, has been Finance Director since
October 2000. He was Company Secretary from August 1991
fo October 1997. He joined the Swire group in 1981.

Mark Hayman, aged 43, joined the Company in October 2001
and was appoeinted Director (Engineering) on 1st February
2002. He was previously General Manager Engineering
Planning and Technical Supplies of Cathay Pacific Airways
Limited. He joined the Swire group in 1987.

Non-Executive Directors

Derek Cridiand, aged 58, has been a Director of the Company
since May 1998. He is also Engineering Director of Cathay
Pacific Airways Limited and a Director of Hong Kong Aero
Engine Services Limited and Associated Engineers Limited. He
is an employee of Cathay Pacific Airways Limited.

Alternate: Chris Gibbs
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Davy Ho Cho Ying', aged 56, was appointed a Director in
Sepftember 1999. He joined the Swire group in 1970 and has
worked with the group in Hong Kong and Taiwan. He is also @
Director of Swire Pacific Limited and John Swire & Sons (H.K.)
Limited.

Peter Johansen®1, aged 61, has been a Director since July
1984 and is Chairman of the Remuneration Committee. He
joined the Swire group in 1973 and has worked with the group
in Hong Kong and Japan. He is also a Director of John Swire
and Sons Limited and Swire Pacific Limited.

Tony Tyler', aged 48, has been a Director of the Company
since December 1996, He joined the Swire group in 1977 and
has worked with the group in Australia, the Philippines,
Canada, Japan and Europe. He is a Director of John Swire &
Sons (H.K.) Limifed, Director Corporate Development of
Cathay Pacific Airways Limited, Chairman of AHK Air Hong
Kong Limited and a Director of Hong Kong Dragon Alrlines
Limited.

Independent Non-Executive Directors
Dinty Dickson Leach®, aged 58, has been a Director of the
Company since July 1986 and is Chairman of the Audit
Committee. He is also Vice Chairman of CLP Holdings Limited,
Chairman of Tai Ping Carpets International Limited, a Director
of The Hongkong & Shanghai Hotels, Limited and Chairman
of Sir Elly Kadoorie & Sons Limited.

Alternate: The Hon. Michael Kadoorie

Dr. Alex Wu Shu Chih*, CBE, LLD, JP. aged 83, has been a
Director of the Company since January 1983, He is also
Chairman of Fidelity Management Limited and ¢ Non-
Executive Director of a number of listed companies including
Hong Kong Ferry Co. Limited.

Lincoln Leong Kwok Kuen®, aged 43, was appoinfed a Director
of the Company in March 2003, He is also Finance Director of
MTR Corporation Limited and a Director of Tai Ping Carpets
Infernational Limited.

Notes

# Member of the Audit Committee -

* Member of the Remuneration Committee
t These Directors are employees of the John Swire & Sons Limited group.
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Secretary

Margaret Yu Chan Sau Mui, aged 58, has been Company
Secretary since September 2002, She joined the Swire group
n 1978,

Executive Officers

Fred Chan Chi Hung, aged 55, joined the Company in 1967
and was appointed General Manager Component & Avionics
Overhaul in December 1996. He is also Director and General

Manager of Goodrich Asia-Pacific Limited.

Mak Chung Yu, aged 36, joined the Company from Cathay
Pacific Airways Limited in September 2002 as General Manager

Corporate Planning.

Thomas Ng Sze Ho, aged 50, first joined the Company in 1987
and resigned in 1991. He rejoined the Company in 1995 and
was appointed General Manager Personnel in November
2002.

Ashok Sathianathan, cged 56, first joined the Company in 1987
and resigned in 1989. He rejoined the Company in 1992, was
appecinted a General Manager in August 1998 and is currently
General Manager Commercial with responsibility for material

management and commercial functions.

Woo Hung Kwong, aged 52, joined the Company in 1981 and
was appointed General Manager Finance in August 2000,

Pautl Yu Kam Lam, aged 56, first joined the Company in 1967
and resigned in 1990. He rejoined as General Manager Base
Maintfenance in September 1997 and was appointed General
Manager Mcaintfenance in December 1999.
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Corporate Information
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Registerea Office
35th Floor, Two Pacific Place
88 Queensway

Hong Kong
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PricewaterhouseCoopers

Depositary
The Bank of New York
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101 Barclay Street
22nd Floor

New York, NY10286
US.A.

(Toll free) 1-888-BNY-ADRs
Fax: (212) 571-3050
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The Hongkong and Shanghai
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Registrars
Computershare Hong Kong
Investor Services Limited
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183 Queen’s Road East,
Hong Kong
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For further informaftion about Hong
Kong Aircraft Engineering Company
Limited, please contact:

Manager

Group Public Affairs

Hong Kong Aircraft Engineering
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35th Floor, Two Pacific Place

88 Queensway

Hong Kong

Tel: (852) 2840-8098

Fax: (852) 2526-9365

Website: http://www.haeco.com
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The Directors submit their report and the audited accounts for
the year ended 31st December 2003 which are sef out on
pages 28 to 51,

Principal activity and results

The Hong Kong Aircraft Engineering Company Limited Group
is primarily engaged in the business of commercial aircraft
overhaul and maintenance. Its operations are carried out
principally in Hong Kong. The results of the Group are set out

in the consolidated profit and loss account on page 28.

Ten year financial summary
A fen year financial summary of the results and of the assets
and liabilities of the Group is shown on pages 2 and 3.

Dividends

The Directors recommend the payment of a final dividend of
HKS$0.56 and a special dividend of HK$1.00 per ordinary share
for the year ended 31st December 2003 which, together with
the interim dividend of HK$0.28 per ordinary share paid on
22nd September 2003 makes a total dividend for the year of
HKS$1.84 per ordinary share. This represents a total distribution
for the year of HK$306 million. Subject to the approval of the
2003 final dividend and special dividend by the shareholders
at the Annual General Meeting on 11th May 2004, it is
expected that the dividends will be paid on 20th May 2004 to
shareholders registered on 11th May 2004, The shareholders’
register will be closed from 3rd May 2004 to 11th May 2004,

both dates inclusive.

Reserves
Movements in the reserves of the Company and the Group

during the year are set out in note 18 to the accounts.




Bank and other lborrowings

The Company and ifs subsidiary have no bank loans at the

end of the year. The details of other borrowings are shown in

nofe 19 fo the accounts.

interest

The details of interest are included in note 5 fo the accounts,

Accounting policies
The principal accounting policies of the Group are set out in

note 2 to the accounts.

Donations
During the year the Company and its subsidiary made
donations for charitable purposes totalling HKS1 million.

Fixed assefts
Movements of fixed assets are shown in note 10 to the

accounts.

Share capita

During the year under review, no purchase, sale of redemption
of the shares of the Company has been effected by the
Company or its subsidiary company (2002 : 126,600 shares were
purchased and cancelled).

Agreement for services

There is an agreement for services, in respect of which John
Swire & Sons (H.K)) Limited, a wholly-owned subsidiary of John
Swire & Sons Limited, provides services o Hong Kong Aircraft
Engineering Company Limited and ifs subsidiary and under
which costs are reimbursed and a fee is payable. The
agreement can be terminated by either party giving not less
than twelve months’ notice of termination expiring on 31st
December 2005 or any subseguent 31st December.

Peter Johansen as a Director and shareholder of John Swire &
Sons Limited is interested in this agreement. Marven Bowles,
Davy Ho Cho Ying, David Turnbull and Tony Tyler being

22 i HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED Annual Report 2003

RITREMBEE
ADTRENEAARAF FELHR
TR - RAERERFINERHEE9

ik o

AP
RIS B TINEEE MISEHSH -

SRR
AEEZ EEEHRERER MEE?

ik o

B
AEER  AAARENBARZEE
BRAEEE-TER -

EEEE
ERAELARE  AREWEE0

& o

LN
EREZEEN  AOTREHELT
WEEE - HERBERATZRS (=
P HE126, 6008 A B BRE LS
$) o

AR75 15
BREEALTEEERAAZZENEL
AEBALTEEERQAGATARET
RERAARAEMEAREMERE - AU
REBXIRBEAAREREEH &
FEAURBIHE - BREEM— 58T
BTTORT-EABAR-ZZRSF
tZRA=t+—-BxkEEAFENZ+=
B=+—BRILEnE -

HEFEAREALRERRATRZE
ERBR - EZHBETBAEER -8
X R BEERRBEBEAR



BALSEEESERES  THBEPS
BREEE -

EMBESSF=FT=AS+-B1
FEZEABRERAXEA  HERE
BHEEST=H

FTERERMERED
(BEE&H)

FR FAEEzREABEEREEED R
ERQFMEHT S 2t T REBER
D2+ E - AEEZHGRBETESEM
ZERATMEA DB HEREES 2HE T
—» MBEXIEEFAe Inventory (UK)
Limited S5 A D BIFBET S 2=+

<

I

BEERMA  UBEE  RECHER
ATHEAERES AU ERRFE
BRITREF2BR (BEEHMEBRAFR
) BEELXRBEZEERHREE 2
B o

| BRI FER  AQ B G EED
EMESpcaciom
(TSPACIOMD) #2fR DA AE
RIERADNZEREZERRRR
S0R NERBHEMMAL - ADH
HESPACICMET L 2R E ([FZRED
ABECBERS -

Limited

ROTRERERZTE=FNA—
ECRTEFZAZT-BENE
Rz REABYNE=1TL8E
TZEATERL  FEHAAHET
SPACICMz BF BRNRBRBAESR
BENEERHEEIZEHEZ 8
FOREBREED 2= °

Directors and employees of the John Swire & Sons Limited

group are also interested in this agreement.

Particulars of the fees paid and the expenses reimbursed for
the year ended 31st December 2003 are given in note 23 1o

the accounts.

Major customers and suppliers
(significant contracts)

70% of sales and 45% of purchases during the year were
attributable to the Group's five largest customers and suppliers
respectively, 41% of sales were made 1o the Group's largest
customer, Cathay Pacific Airways Limited while 23% of
purchases were made from the largest supplier, Aero Inventory
(U.K) Limited.

No Director, their associates or any shareholder who to the
knowledge of the Directors owns more than 5% of the
Company’s issued share capital (other than in respect to
Cathay Pacific Airways Limited) has an inferest inthe customers

or suppliers disclosed above.,

Connected transactions

1. During the year under review, the Company has placed
part of its insurance through Spaciom Limited ("SPACIOM™),
a captive insurance company incorporated in the Isle of
Man and wholly-owned by Swire Pacific Limited. The policies
placed by the Company with SPACIOM (“the Policies™) are
continuing connected transactions.

The premium paid by the Company in respect of the Policies
for the period 1st April 2003 to 31st March 2004 was
HKS4,375,295 and it is expected that the yearly premium
payable by the Company to SPACIOM will exceed 0.03%
but be below 3% of the net consolidated tangible assets.
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The Stock Exchange of Hong Kong Limited (the "Stock
Exchange”) has granted the Company a waiver from strict
compliance with the disclosure requirements under Chapter
14.25(1) of the Rules Governing the Listing of Securities on
the Stock Exchange (the "Listing Rules”) in connection with
the Policies on each occasion they arise subject to certain

conditions.

In accordance with these conditions, the Independent Non-

Executive Directors of the Company have reviewed the

Policies and confirmed that they were:

i) taken out by the Company in the usual and ordinary
course of its business;

iy written either (1) on normal commercial terms or (2) on
terms no more favourable to SPACIOM than terms with
independent third parties; and

i) enteredinto on terms that are fair and reasonable insofar
as the shareholders of the Company are concerned.

The Auditors of the Company have also reviewed the
Policies and the following is an extract from their letter to
the Board:

"As requested in the waiver letter, we have carried out
certain review procedures in connection with the
abovementioned connected transaction entered into
during the year. Our review procedures included the
following:

i) Ensured the Policies were properly approved by the
Board of Directors of the Company;

i) Checked that the yearly premium payable by the
Company in 2003 in respect of the Policies is less than
the higher of HK$1Q million or 3% of the Company’s
consolidated net tangible assets as published in the
annual report for the year ended 31st December 2003;

i) Reviewed external guctations provided by external
insurance companies via the Company’s insurance
consultant, Marsh, which indicated that overall premium
for the abovementioned Policies were competitive and

24 : HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED Annual Report 2003

EBBRARSFERAT (EBHS
X5 BREAATEESRTLE
EREBBRETELBHERSFR
% FAREI (TR $14.2500)
BIRERE HESEFRERR-

LRUESHERE - AOF 2Bk

BERESCENASRE  UEIZ

ZRE .

D BEAAFAER-RIEEBEEF
BIZRT L

iy BOHEEBRERMELT  FOHE
SPACIOMES T Z SR BE R
BUE=ZEFBHTZRATL R

in UABALIRRMEAFEEZ

{RFREEET o

AR M ERNZSRE
UTRZENBESRRZHEE

[RREERHFIRZER - ZBAED
ERLMAERERCBELSET
ETEMER - TREBH2ERER
BREMATEE !

N BRZERERFNANESHE
itz ;

i ERADABZERENR_ZZT
EECZEERYRELRUTE
ERYERSE B -TER
REQRBARBEZSZT=F+=
B=+-—BLEEREERLH
ZHEEETVEERERA 2SS

iy EEALE ZREERMarshE M
HARRBATRBZRE ™
REEBEL  LAREZRE
REARZEN ERASTERE
B 2GR - RIBNHE - BERE
LABEERNBYE=ZE8T2

RFRET 3L |




2 AREHEBFEMERRAREZR
REBEAZEN HERTKEZE
BoHEEBEYEIZET - it
ZaNNEREEMEZERARZR
BREBRECEERKE - KES
NEEARERERRERRDAE
BE-RBEREUREREBRREFT
MEEE]

=t
BIRETLERETNEZREES
FREER-SE=F=-ANRAEZ
f£o b BMABEAIESEE-ZTE=
FTZA=+-—-BBIEARL - HERFFEE
EENTRDETR  URNEREE LM
ZBMMAREE-

REFERZTEEE  SRERKRESE
EEHFRES -

REFQFEREMNG  FEEREE
PEEREREER  HANE=ERR
BEASLER - BB LARE - BX
B FERFREERNIFRESE -8
RS ERGRRERESR -

BESVERILTARIETTREZRN
BES CGEECBESRN IR -FRE
EZBBEN -

EEMEFERIREWERMR

were the cheapest terms available, On this basis, the
Policies have been entered info on terms no more

favourable than terms with independent third parties.”

2. Various centracts in relation to the maintenance and
overhaul of Cathay Pacific Airways Limited’s aircraft and
related equipment, which in fotal are significant and
represented approximately 41% of the Group’s turnover in
2003, exist between the Group and Cathay Pacific Airways
Limited. These confracts have all been concluded on
normal commercial terms in the ordinary and usual course

of business of the Group and Cathay Pacific Airways Limited.

Directors

Of the present Directors whose names are listed on pages 17
and 18, Lincoln Leong Kwok Kuen was appointed on 4th March
2003. In addition, John Paterson served as a Director until his
resignation on 31st December 2003, All the remaining Directors
served throughout the year and still hold office at the date of
this report.

At various times during the year, Chris Gibbs and The Hon
Michael Kadoorie served as alternate Directors.

Article 93 of the Company’s Articles of Association provides
for all Directors to retfire at the third Annuail General Meeting
following their election by ordinary resolution. In accordance
therewith Marven Bowles, Peter Johansen and David Turnbull
retire this year and being eligible, offer themselves for re-

election.

None of the Directors has a service confract with the Company
that is not determinable by the employer within one year
without payment of compensation (other than statutory

compensation).

Details of Directors’ remuneration are provided in note 4 o

the Accounts.
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Coce of Best Practice
The Company has complied throughout the vear with the
Code of Best Practice as set out in Appendix 14 to the Listing

Rules.

Directors’” interests

At 31st December 2003, the register maintained under Section
352 of the Securities and Futures Ordinance ("SFO”) showed
that the following Directors held beneficial interests in the

shares of Hong Kong Aircraft Engineering Company Limited:

Personal Other Total

B EEA A
AREREHBT L RANE A5
RSz BEEAT -

RIBR=ZH+ZAZ+—H  REHF
R BB RFIEIS1RAR I 2 EMAFT
B WTESETEREIRBRD
BlzROPIEEER

Percentage of

Issued Capital (%)

BEARER Hipsas |t EBEFTREATSE®)
The Hon Michael! Kadoorie
(afternate Director) - 3,782,886 3,782,886 227 KEgEE(REDR)
Dinty Dickson Leach 112,000 - 112,000 0.07 FEE

* The Hon Michael Kadoorie is a beneficiary of discretionary frusts which hold these
shares.

Other than as stated above, no Director or Chief Executive of
the Company had any interest or short position, whether
beneficial or non-beneficial, in the shares or underlying shares
and debentures of the Company or any of its associated
corporations, if any (within the meaning of Part XV of the SFO).

Neither during nor prior to the year under review has any right
been granted to, or exercised by, any Director of the
Company, or to or by the spouse or minor child of any Director,
to subscribe for shares, warrants or debentures of the

Company.

At no time during the yéor did any Director. other than as
stated in this report, have a beneficial interest, whether directly
or indirectly, in a confract to which the Company, or any of its
associated corporations was a party, which was of significance
and in which the director’s interest was material.

At no time during the year was the Company, or any of ifs
associated corporations, a party to any arrangements to
enable the Directors of the Company fo acquire benefits by
means of the acquisition of shares in or debentures of the

Company or any other body corporate.
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Substantial shareholders” anc ofher
interests

The register of interests in shares and short pesitions maintained
under Section 336 of the SFO shows that at 31st December
2003 the Company had been noftified of the following inferesfs
in the shares of the Company held by substantial shareholders
(as defined in the Listing Rules), all being beneficial interests:

Number Percentage of

of Shares Issued Capital (%) Remarks

RIGEE ERITRAE D (%) i
John Swire & Sons Limited
REAHEEERAT 99,649,103 59.91
Swire Pacific Limited )y Duplication of John Swire
KERDERLH 99,649,103 5091 ) & Sons Limited's holding (see Note)
Cathay Pacifiz Alrways Limited ) HEEALER
BEEMEERALTE 45,649,686 2745 ) BRAFZEBRESEE AW

fieE . R-EFZF+Z/A=+—8 vﬁ?&‘ﬁ
EQERAEEETZALKOFRL
HGER  BEFZTARE -“:E?é‘ﬁ
BERBEDZE+-MARER AL
ROBRAERFEEAFNERTRLGH
BT REZNERHE -

S RZBR=ZF+ZR=+-8
BIERORAREREMATE  URE
REAEZRBEZALIARDERN
T

Number of Shares

Note: At 31st December 2003, the John Swire & Sons Limited group owned directly or
indirectly interests in shares of Swire Pacific Limited representing 29.37% of the
issued share capifal and 52.82% of the voting rights; Swire Pacific Limited in turn
confrofled 46,.36% of Cathay Pacific Airways Limited.

In addition, at 31st December 2003 the register of interasts in
shares and short positions showed the following interest in the
shares of the Company held in the capacity of investrent
manager.

Percentage of

Issued Capital (%)
BROBE BERITRABT D)

Marathon Asset Management Limited

14,985,730 9.01

R BLET
EORBIZREBEAR LEBES
BEREREAAETHASBHBE
AR L AER

o

EEERM
=E
B

Auditors

A resolution for the re-appointment of PricewaterhouseCoopers
as Auditors of the Company is to be proposed at the
forthcoming Annual General Meeting.

By order of the Board
David Turnbull

Chairman
Hong Kong. 9th March 2004
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or the year ended 31st December 2003 BZ —EF=F+A=+—-HIEE

Note Hiz 2003 2002
(in HKS Millior) (B FHT)
Turnover 20 1,987 2,078 B
Operating expenses: BERX
Staff remuneration 3 (1,045) (1,040) EEEHH
Cost of direct material/job expenses (480) (367) EEMEEARATERX
Depreciation 0 (129) (126) HE
Operating lease rentals - land & buildings (50) (55) EBEASRS — THREF
Auditors’ remuneration 4] m ZEETE S
Changes in work in progress 1 50 RELILEZH
Other operating expenses (174) (236) HtE M=%
Movements in doubtful debt and stock
obsolescence provisions m 70 RERFEREEERE
Operating profit 108 273 BB
Net finance (charges)/income 5 (@) 3 B Gei) AR
Net operating profit 104 276 BEFHN
Share of resulis of jointly controlled companies 12 307 262 RE(G IR AT R
Profit before taxation 411 538 Bt aTita A
Taxation 6 (66) @3) ENE]
Profit after taxation 345 465 BHERH
Minority interest - - DEREEN
Profit attributable to shareholders 7 345 465 RSB ERF
Dividends BE
Interim - paid 47 47 AR — 24Y
Final - proposed 93 76 RER — BUR
Special - proposed 166 416 133 — #iR
8 306 539
Earnings per share 9 HK$2.07 HK$2.80 BREFM
Dividends pert share 8 SHRES
Interim HK$0.28 HK$0.28 HPER
Final HK$0.56 HKS$0.46 R
Special HK$1.00 HKS$2.50 45l
Total HK$1.84 HKS3.24 B

The notes on pages 33 to 51 form part of these accounts.
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at 31st December 2003 —FE=F+-_HA=+—REE

s

Ceonsolidated balance sheel s 5 =

Note MfzF 2003 2002
(in HKS Millior) (BEEETT)
Fixed assets 10 1,513 1,597 BEEE
Investment in jointly controlled companies 12 1,122 1,070 aHREATIZRE
Deferred items BEER
Staff toans 5 5 BEER
Promissory note 16 - 2 H=
Retirement benefit asset 13 196 156 RHESEE
Deferred taxation 14 (140) (118) EERIE
61 45
Curtent assets FREE
Stocks of alrcraft parts 15 33 68 RESHEE
Work in progress 15 70 69 REIR
Debfors and prepayments 16 202 273 Wk BARE
Amounts due from jointly controlled companies i85 1 EWRIEDFFE
Deposits and bank balances 20(d) 420 547 BERERITHER
740 968
Current liabilities FABAE
Creditors and accrudls 16 329 385 R REFRE
Term loan due within one year 9 4 3 —~FERBMAZRBER
Amount due to jointly controlled companies 15 6 BARELRRE
348 394
Net current assets 392 574 REEETRE
3,088 3,286
Financed by; BARRR
Share capital 17 166 166 BE
Reserves __ 18 2,817 3,011 s
Shareholders’ equity 2,983 3,177 RS R
Minority interest 5 5 DERR SRR
Long term loon 19 100 104 RHYER
3,088 3,286
David Turnbull EE
Dinty Dickson Leach EER
Directors FEE

Hong Kong, 9th March 2004

The notes on pages 33 to 81 form part of these accounts.
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at 31st December 2003 —EE=ZH#+=F=+—R&£&E

1

1

-

=X

Hong Kong, 9th March 2004

The notes on pages 33 to 51 form parf of these accounts.
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Note HisE 2003 2002
(in HKS Million) (B EET)
Fixed assets 10 1,513 1,567 BEEE
Subsidiary company 1 - - . RMEBAT —
Investment in jointly controlled ¢ompanies 2 322 499 ERFEATZHRE
Deferred items BEHE
Staff loans 5 5 BEEN
Promissory note 16 - 2 =
Retirement benefit asset 13 196 156 BhsEE
Deferred taxation 14 (140) 18) EIEFRTE
61 45
Current assets RBEE
Stocks of aircraft parts 15 33 68 REZHEE
Work in progress 15 70 69 RELE
Debtors and prepayments 16 202 273 B RFAMRE
Amounts due fror jointly confroffled companies 15 N YRR A RIRUE
Deposits and bank balances 407 534 BHREBITER
727 955
Current liabilities e =L
Creditors and accruals 16 325 380 BT R EET BRI
Term loan due within one year 19 4 3 —FREF 2 EHER
Amount due to jointly confrolled companies 15 6 ERHRZEARFUE
344 389
Net current assets 383 566 ROAEFE
2,279 2,707
Financed by: BEARRR
Share capital 17 166 166 2.3
Reserves 18 2,013 2,437 w®iE o
_Shareholders’ equity 2179 2,603 RERE
Long term loan i 100 . 104 REGER T
2,279 2,707
David Turnbull EE
Dinty Dickson Leach EER
Directors FEE
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Consoligaiec cash fiow sigiement AR R E M E I%

for the year ended 31st December 2003 #Z=

ZEFZASF—HUEFE

Note KigF 2003 2002

(in HKS Mitlion) (B EET)
Operating aclivities BEERB

Cash generated from operations 20() 253 400 YEEL RS

Interest paid ()] ® BRE

Interest received 6 49 BRI
Net cash inflow from operating activities 250 440 BEEBZHLANFHE
Investing activities REER

Purchase of fixed assets @47 87 BEBRTAE

Sale of fixed assets 2 - HEBEEE

Investment in jointly controlled companies - M EHERAR 2RE

Loans advanced to jointly controlied companies an 20) FHIEQRTHER

Loans repaid by jointly confrolied companies 188 - HEQXFBEEH

Dividends received from

jointly controlled companies 33 40 DRHZERFRZBRE
Net decrecse in staff loans - 171 BEEHD B
Net decrease/(increase) in short-term deposits B=EAEH2REERED
maturing after three months 60 60) g B

Net cash infiow from investing activities 225 43 RAXBZHESRANER
Financing aclivities RO

Repayment of term loan 3) ©) RERBERK

Repurchase of Company's shares - ' B EAR QRIS

Dividends paid to shareholders (539) 17 BAFREZRE
Net cash outflow from financing activities (542) az2n AR THBE
(Decrease)/increase in cash and cash equivaients 67) 362 HERBEZE Y IRD)

—A-AKfgEZHeRELE
Cash and cash equivalents at 1st January 475 113 B
+ZAZ+—-BEEZHEER

Cash and cash equivalents at 31st December 20(c) 408 475 REEEY

The notes on pages 33 to 51 form part of these accounts.
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for the year ended 31st December 2003 BE = EBZF+-HA=+—-AIEF

Cyully s 13 OX T A 01X

Note FisE 2003 2002
(in HK'S Miliion) (B HET)
Total equity af 1st January 3,177 2,830 —B—-BEERELSST
Profit attributable to shareholders 18 345 465 IR &R
Repurchase of own shares BEARQITRG
- premium paid on repurchase 18 - ) — BERE
Dividends paid 18 (539) (17 2ARE
2,983 3.177 ToE=T-BEEIBESH

Total equity at 31st December

The notes on pages 33 to 51 form part of these accounts.
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1. Principal activities

The Hong Kong Aircraft Engineering Company Limited Group is prirnarily engaged
in the business of commercial aircraft overhaul and maintenance in Hong Kong.
The principal activities of the Group’s jointly confrolled companies are set out
on page 87,

The Compary is engaged in the business of mainfenance, modification and
repair of commercial aircraft in Hong Kong. No further business segmental
information has therefore been reporfed.

The Group's jointly contfrolled companies, all of which are engaged in the same
business as the Company, operate both in Hong Kong and overseas. Financial
summaries of the jointly controlled companies are provided under note 12,

2. Statement of principal accounting policies

(@

)

(©

@

Basis of preparation

The financial statements have been prepared in accordance with the
accounting principles generally accepted in Hong Kong and comply with
Statements of Standard Accounting Practice ("SSAP”) issued by the Hong
Kong Society of Accountants ("HKSA") and the disclosure requirements set
out in Appendix 16 of the Listing Rules of The Stock Exchange of Hong Kong
Limited.

The only major change In accounting policies for 2003 is the adoption of
SSAP 12 “Income Taxes” issued by the HKSA., The impact of SSAP 12 on the
Group's result is minimal other than restating some comparatives for deferred
taxation as a similar method was used in previous years.

Basis of consolidation

The consolidated accounts incorporate the accounts of Hong Kong Aircraft
Engineering Company Limited and its subsidiary company made up to 31st
December.

The results of the subsidiary company are included in the consolidated profit
and loss account and the minority interest therein is deducted from the
consolidated profit after faxation.

Intfercompany fransactions, balances and unrealised gains on fransactions
betwsen Group companies are eliminated upon consclidation.

Subsidiciry company

A subsidiary is a company in which the Group has an inferest of more than
one hal® of the voting powers or otherwise has the power fo govern the
financial and operating policies.

Jointly controlled companies

A joint vianture is a contractual arrangement whereby the Group and other
parties undertake an economic activity which is subject o joint control and
none of the participating parties has unilateral control over the economic
activity of the entity.
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The consolidated profit and loss account includes the Group’s share of resulis
of jointly controlled companies. In the consclidated balance sheet, the
investment in jointly controlled companies represents the Group’s share of
net assets. In the Company’s balance sheet, investments in jointly controlled
companies are stated at cost less provision for permanent diminution in
value, if any.

Goodwill

Goodwill arising on consolidation represents the excess of cost of acquisition
of subsidiary and jointly controlled companies over the Group’s share of
the fair value ascribed 1o the separable net assets af the date of acquisition.
All goodwill arising before 1st January 2001 was elminated against revenue
reserve, Goodwill incurred affer 1st January 2001 is capitalised in the balonce
sheet and is amortised to the profit and loss account on a straight-fine base
over its estimated useful economic life.

Any impairment arising on goodwill is recognised in the profit and loss
account immediately.

Foreign currencies

Foreign currency denominated monetfary assets and liabilities and the
balance sheets, are translated into Hong Kong dollars at the rates of
exchange ruling at the balance sheet date, Foreign currency transactions
during the year are transiated ot the market exchange rates ruling at the
transaction dates. Exchange differences are reflected in the profit and loss
account except for unredlised differences on net investments in foreign jointly
controlled companies which are taken directly 1o revenue reserve.

The balance sheet of foreign jointly controlled companies denominated in
foreign currencies are translated at the rates of exchange ruling at the
balance sheet date whilst the profit and loss accounts are translated af the
weighted average exchange rates during the year.

Assefs under operating leases
Leases where substantially all the rewards and risks of ownership of assefs
remain with the leasing company are accounted for as operating leases.

Payments made and due under operating lease agreements are
aggregated and charged fo operating profit evenly over the periods of
the respective leases.

Fixed assets and depreciafion
Fixed assets are carried at cost less depreciation.

Rates of depreciation are calculated fo write off the cost of fixed assets
over the estimated useful lives of the assets.
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Any fand prernium payable on acquisition of leasehold fand is depreciated
from the date of occupation over the remaining lease period. Buildings
associated with the activities carried out under the franchise agreement
with the Airport Authority are amortised over the period of that franchise,
that is, 20 years. Other buildings are amortised over 40 years. Facilities are
depreciated over 20 years from the date of occupation. Plant and buildings
under construction are not depreciated.

Where the carrying amount of an assef is greater than its estimated
recoverable amount, an impairment loss is recognised to reduce the asset
to its recoverable amount.

The depreciation rates in use for other assets are as follows:

10% to 33%
20%

Equipment, plant and machinery
Motor vehicles, computer software

The gain or loss on disposal of o fixed asset represents the difference between
the net sales proceeds and the carrying amount of the asset, and is
recognised in the profit and loss account.

Stocks and work in progress

Stocks and work in progress are stated at the lower of cost, calculated on a
weighted average basis, and net realisable value, Net realisable value is
determined on the basis of anticipated sales proceeds less estfimated selling
expenses.

Cash and cash equivalents
Deposits and bank balances are carried in the balance sheet at cost,

For the purposes of the cash flow statement, cash and cash equivalents
comprise cash in hand, amounts repayable on demand from banks and
financial institutions and short-term liquid investments which were within three
months of maturity when acguired.

Deferred taxation
Under SSAP 12, deferred taxation is provided in full, using the liability method,
on temporary differences arising between the tax bases of assets and
liabilities and their camrying amounts in the accounts. Taxation rates enacted
or substartively enacted by the balance sheet date are used to determine
deferred axation.

Deferred tax assets are recognised to the extent that it is probable that
future taxable profit will be available against which the temporary
differencas can be utilised.

Deferred taxafion is provided on temporary differences arising on
investments in subsidiaries and joinily controlled companies, except where
the timing of the reversat of the temporary diffsrtence can be controlied
and it is probable that the femporary difference will not reverse in the
foresesable future.
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In prior year, deferred taxation was accounted for at the current taxation
rate in respect of iming differences between profit as computed for taxation
purposes and profit as stated in the accounts to the extent that aliabllity or
an asset was expected to be payable or recoverable in the foreseeable
future.

Turnover and revenue recognition

Turnover is the aggregate of amounts invoiced to customers. Invoices are
raised elther on completion or on stage completion depending on the terms
of individual contracts. For incomplete contract work, revenue recognised
represents cost of work incurred which is valued on the same basis as work
in progress. Total revenue recognised for the completed contract is equal
to the aggregate of amounts invoiced for the contract. Finance income is
recognised on an accrual basis. Dividend income is recognised when the
right to receive payment is established.

(m) Staff benefits

(i Retirement benefits
The Company offers either the Mandatory Provident Fund ("MPF*) or
one of two defined benefit retirement schemes to staff. The latter
schemes are held under trust arrangements and actuarially valued as
required on a regular basis using a prospective actuarial valuation
method. They are funded in accordance with the acfuarial
recommendation.

The Company’s contributions fo the MPF continue to be charged to the
profit and loss account as incurred. For the two defined benefit schemes,
refirement benefit costs, which are assessed using the projected unit
credit method, are charged to the profit and loss account. Under this
method, plan assets are measured at fair value, retirement benefit
obligations are measured as the present value of the estimated future
cash flows by reference to market yields on Exchange Fund Notes, which
have terms to maturity approximating the terms of the related liability.
Actuarial gains and losses To the extent of the amount in excess of 10%
of the greater of the present value of the plan obligations and the fair
value of plan assets are recognised in the consolidated profit and 1oss
account over the expected average remaining service lives of the
participating employees.

(i) staff leave entitlements
Costs related to staff annual leave are recognised as the leave accrues
fo staff.

(n) Related parties

Related parties are individuals and companies, including subsiciaries and
jointly controlled companies, where the individual, company, or group has
the ability, directly or indirectly, to control the other party or exercise
significant influence over the party in making financial and operating
decisions.
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3. Staff remuneration

Total staff remuneration for 2003 was HKS1,045 million (2002: HKS$1,040 million).
The five highest paid employees included four (2002; four) directors whose
remuneration is shown in note 4. The remuneration of the remaining one (2002;

one) highest paid employee comprises:

3. BEEE

CERCECHEFMaABYTRNTHEYE
ER(CEEFAERTROTER - A8
BEEFHETERER (CEESERNAE
Z2HEHMAMZEA - BT -8 (ZEE=FA

—Z)EEFREZFHMEE .

2003 2002
(in HKS Million) (B¥EET)
Salaries, dllowances and benefits in kind 3 3 ¥& REEREYNE
4. Directors’ remuneration 4. EEME

2003 2002
(in HK'S Million) (BHEET)
Pension scheme contributions 2 3 B BIMER
Salaries, allowances and benefits in kind 21 21 e RUREWRG

23 - 24

Number of directors

E2AH
Distribution of Directors’ remuneration: EEMSOE -
HKS$0.0M - HKS1.0M 9 8 BMERREEE -—BTET
Over HK$1.0M - HK$1.5M 1 2 BEY-BEEAMULEAY-BIETER
Over HKS$1.5M - HKS$2.0M - - BE-FITEINLEEE_FHER
Over HK$2.0M - HKS$2.5M - ) BECHBEIULEBE-ERETER
Over HK$2.5M - HKS$3.0M - ] B EATEALCEBE=FER
Over HK$3.0M - HKS$3.5M 1 - BECHERULESBS-FA+8xR
Over HK$3.5M - HK$4.0M - - BECIFITETULLEBENEER
Over HKS4.0M - HK34.5M - 1 BENEETUEIZARETER+ER
Over HKS$4.5M - HKS$5.0M - - BHOEETERULEEEATET
Over HK$5.0M - HKS5.5M 1 - BEIEBANLEESAEETER
Cver HK$5.5M — HK$6.0M 1 1 BEATATEANLIZTEENEER
Over HK$6.0M - HK$6.5M - 1 BEAHEAULERYEATIETER
Over HKS6.5M - HKS7.0M i - BEXEEITHETULIZEEE+EER
14 15

Directors’ fees paid to the independent Non-Executive Directors during the year
totalled HKS0.3 million (2002: HKSQ.1 million), they received no other emoluments

from the Company or its subsidiary company.

5. Net finance (charges)/income

FEERAINFREIFEBRES 2BEEE
MZTER(CEZ-ERBETER) RS
TEOAQXFIEMBDLAKRREMEHS -

5. M5 (XH) WA

2003 2002
{n HKS Mition) (B HET)
Finance inccme 5 12 Bg A
Inferest on long term loan not wholly repayable BEAREFREHEEZRBARFE
within five years (note 19) © ) (HTEE19)
&) 3




6. Taxation 6. BilR

Note Mgt 2003 2002
(in HKS Mitlion) (BEEET)
The taxation charge comprises: REZHEE:
Tne Company and its subsidiary company: FRBREWBLIA
Defened foxatfion 14 (22) 3% BERE
Share of taxation afiributable to
jointly confrolled companies: BAREEAR2HE .
Hong Kong taxation (38) (32) EBBE
Overseas taxation ©®) &) wABE
(44) (35
GCroup total (66) (73) E@s

No provision for Hong Kong profits tax has been made for the year as the BRARzERR RN C 2 AR BRI EEE
Company’s assessable profit is wholly absorbed by the tax losses brought forward. ks FURBERTEESEBFSBELE
Hong Kong profits tax is calculated at 17.5% (2002: 16%) as a result of an increase B -AR_EE=2ENFHHFEZRER
in profits tax rate in respect of the fiscal year 2003/04. Overseas taxation is RMERES EENERIDEREGIZ+LE
calculated at tax rates prevailing in the respective jurisdictions. ISE(CEE-FAF 2 +R) - BHHE
ARERZEERBMEAZHEIE -

Provision has been made for all deferred tax liabilities and assets. ERMEELHEEBREEEHES -
Reconciliation between tax charges and tax af the applicable tax rate: HETHEERHMR2FIEYE
2003 2002
(@in HKS Million) (B EHET)
Profit before taxation 411 538 BRI BTE R
Nominal amount at Hong Kong profits REAFVNEHEGI 2T LRI (ZEZEF A
tax rate of 17.5% (2002 : 16%) (72) (86) BaZztXN)stEZEE
Effect of different tax rates in local jurisdiction 9 Q B AIEERTRAREZEZE
Net non-taxable income/non-deductible expenses not EARR WA
subject to taxation 9 4 THRAENR2EZHFE
Utilisation of previously unrecognised fax losses 1 - ERBETEEABERZEREE
Over provisions in prior years i - BREFEREEDBS
Effect of changes in tax rates (14) - HERBEE
Total tax charges per accounts (66) (73) R BT HEH
7. Profit attributable to shareholders 7. RERBEGRR
Of the profit attribuiable to shareholders, HKS115 million (2002: HK$277 milion) is BEEGZERD  BHERFEL2RBRERNRSB
dealt with in the accounts of the Company. B-E-TEEER(CZEZR-_ERB¥ B+t
FLragm -
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8. Dividends 8. B2
2003 2002
(in HKS Miliion) (B EET)
RIBBEZFAATHTZBEIREZHE
Inferim, paid on 22nd September 2003, RE  BREE0T(ZBE-ES
of HKS0.28 rer share (2002: HKS0.28) 47 47 BH0.287T) ©
BIRAHREBREB056T
Final, proposed, of HK$0.56 per share (2002: HKS0.46) 93 74 (ZEE-FRBH0.46T) »
BRENRESREE1.00T
Special, proposed, of HK$1.00 per share (2002: HKS$2.50) 166 M6 (BT _FBHEW2.50R%)
306 539

—

At a Board meefing held on 9th March 2004, Directors recommended a final
dividend and a special dividend of HK$0.56 and HK$1.00 per share respectively.
The proposed dividends are not reflected as dividend payables in these
accounts, but will be accounted for as an appropriation of the revenue reserve
for the year ending 31st December 2004.

9. Earnings per share

Earnings per share are calculated by reference to the profit atfributable to
shareholders of HK$345 million (2002; HK$465 miillion) and to the weighted average
of 166,324,850 (2002: 166,329,738) ordinary shares in issue.

%%%B"‘ ZEMEZRNABIT2EEZR/AE

ERRERAREREINREDAHESRE
‘350.56711&/%%51 OOJ‘E o BRI BT ERRE
FHRARMRE BHIABE-ZFRE+=
B=+—H LtﬁEZl&mﬁ%{%?mﬁé °

9. BREH
EREMNDRERREEENEBEY=RETE
BEA(CEZZEABBONESTIAER)
REBTzMETLDRNEE166,324,850%
(ZBEZFR166,329,738R) EEBRTH -

10! Fixed asséts : 10. BxEE
Group and Company
EERAT
Land held in
Hong Kong - Total held
on medium Plant, Equipment by Group
term lease machinery and and
EEEE and fools Motor fumniture  Company
Z1i— Buildings [&E - #58 vehicles HER EERAT
RHEL rE RIE B B EESE
(in HKS Miflion) (B EET)
Cost &
At 31st December 2002 21 1,067 1,003 116 66 2,073 ITEBIFSZAZ+-REE
Additions and transfers - - 39 1 7 47 BERER
Disposals - - a2 €) m (e SE
At 31st December 2003 21 1,067 1,030 114 72 2,304 “EEBIETZRZT-REE
Depreciatior: wE
At 31st December 2002 2 147 379 91 57 676 “EEZE+-AZ+-BEE
Charge for the year - 54 59 1 5 120 EEERE
Disposals - - (10) <) m g HE
At 315t December 2003 2 201 428 99 61 791 ZEEZEFTZA=t-BE
Net book vaiue BREEE
At 31st December 2003 19 866 602 15 11 1,513 “EB=FTIAZT-A£8
At 31st December 2002 19 920 624 25 9 1,597 ZEBRIFTZAZT-HEE

EEMATHEERAT ST CERER 2 3@




11. Subsidiary company 11. EBAE
The Company holds 60% of the 500,000 issued and paid ordinary shares of ROTETENBAREIMERTERAR
HK$1.00 each, totalling HK$300,000 (2002: HK$300,000) in Scuth China Aero CROTECAEREEBY —Z2E+ER
Technology Limited ("SCAT™). ZEBREsZATRE SHB%=1TExR
(ZCEE-FABE=1ER) °
Principal activity of the subsidiary is set out on page 51.
MBARzEBERIINERT—H -

12. Jointly controlled companies 12. £iEA4F
Group Company
%8 27
2003 2002 2003 2002

(in HKS Mitlion) (B EET)
Unlisted shares at cost 237 237 237 237 FELrHERE
Attributable post-acquisition profits 829 600 - - B ELER

1,066 837 237 237
Goodwill 29 Q9 EE
Share of net assets 1,037 808 BIEEESE
Loans due from jointly controlled companies 86 263 86 263 HERTREER
Loans due to jointly controlled companies m ) m M FEREQAFERK

1,122 1,070 322 499

Dividends received and receivable from
jointly controlled companies 33 40 BlRRERRZELTRE

e —————

——THK$94 FilioR 5T 31% of the GroUp's share of the pre-tax results of the jointly ~ SERGERBATBRBAEMLDBBATH

- controfledcompanies (2002 #HKS$76 miffion of 29%) was contributed by companies BERSESZ=+-— (—BB-&5H BE®ET
operating in Mainland China while the remaining amounts were contributed by REEREFEIZZTA)RERDEREEE
companies operating in Hong Kong. ZLoF BTHREREEEEZAR -

The principal jointly controlled companies are shown on page 51. FERAELTIRER T —F -
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12. Jointly controlled companies (cont'a)

The financial resulis of the jointly controlled companies af 31st December are cs

12. #iBAF (&)
HEARRTZAZT-B2BBEENT ¢

follows:
HAESL TAECO
EBMEREK BEFARE Others Total
BIERBLE RETELNF Hit BEr
2003 2002 2003 2002 2003 2002 2003 2002
(in HKS Million) (BMBET)
Turnover 3,636 3,356 607 583 316 272 4559 4211 wmsm
Operating profit 437 403 149 160 73 49 659 612 weR
Profit on disposal of a joinfly
controlled company - - 25 - - - 25 - HE-RHEIZELFEF
Net finance (charges)/income [ RV 1 - )] @ N @2 wBEH WAFHE
Share of results of jointly
conirolled companies 1 [6)] - an - - 1 (09 @EiEHiE Fxs
Profit before taxation 431 375 175 149 72 47 678 571 BEADRER
Taxation (80) (62) (12) )] 8) Q) (100) (76) #13
Profit attributable to
shareholders 351 313 163 142 64 40 578 495 R EmE{LER
Dividends ~ - (37) 39 29) {43 (66) 82 maE
Surplus/(deficit) retained
for the year 351 313 126 103 35 3 512 413 AEEKSRLG S (EE)
Funds employed: EeER
Long-ferm assets 857 819 841 838 177 141 1,875 1,798 ESEE
Current assets 1,157 1,211 206 187 170 138 1,633 1,536 FEIEE
2,014 2,030 1,047 1,025 347 279 3,408 3,334
Less: current lichilities 622 666 77 103 151 151 850 920 BWoRBes
1,392 1,364 970 922 196 128 2558 2414
Financed by: HAREE -
Shareholders’ aquity
and loans ... 1,320 1.307 956 908 177 i 2,453 2326 RERERER
Long-term liakiilities . 72 57 14 14 19 - 17 0 105 88 gEHeE
1,392 - 1,364 970 . 922 196 128 2,558 2414
Group's weighted average % EEREAEEZNETY
shareholding in the year 45.0% 450%  49.6% 49.6% EMEEo=
Group’s atiributable
pre-tax profifs 194 169 87 74 26 19 307 262 EEEGRBAER
Less: share of taxation thereon (36)  (28) 6) (©) 2) G) 44) (35 H: BEEEZBE
Group’s share of profit
attributable to shareholders 158 141 81 71 24 15 263 227 g£EEERERA
Group’s share of funds +-A=+-H&EEEE
employed ot 31st December 594 588 474 447 54 35 1,122 1,070 BiLEdER

The profit on disposal of a jointly controlled company is the profit on the disposal
of TAECCO's enfire shareholding in GE Engine Services (Xiamen) Company Limited

HE-FHEQTEFNERFABRLERE
FAAZRBIECAREAERZBRRE (B

during the year. FYERABMIS2ZBRMOAMES2RH -
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13. Retirement benefits
(a) Overall

Staff employed by the Company before 1st December 2000 wete offered
a choice between Hong Kong's Mandatory Provident Fund ("MPF") and
the defined benefit refirement schemes as described below. Since st
December 2000, all new staff employed unless specially approved by the
Company have been enrolled in the MPF,

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits
Scheme provides resignation and refirement benefits 1o its members upon
their cessation of service with the Company. The Company meets the full
cost of all benefits due by the Scheme to members, who are not required to
confribute o the Scheme.,

Similarly, the Hong Kong Alrcraft Engineering Company Staff Refirement
Benefits Scheme is for staff employed on expatriate terms. However, both
members and the Company contribute to the Scheme,

Actuarial valuations of the two defined benefit schemes are performed
annually by Watson Wyatt Hong Kong Limited, an independent qualified
actuary, using the projected. unit credit method.

The retirement benefits costs recognised in the profit and loss account were
as follows:

13. BREH
(a) #it

R-ZEZEFE+-A-HABXQAFER
ZRE TERESMEBNEHELESR
(BB TV TR ZATERERNG
B-E-ZRERET-A-HE  FAH
ABNESHRIERELDEINNE B
EmAEEEE -

EERBIEERLAZABLESRKNE
Rt REESTHESRERMNER -
DEERERERBERNENERZ —UE
Ne2HER BEBREORIBHN -

Egk BEERBIBERLDBEER
BRHBIREEIERERERZBE
M e T8 BERQEHAGZSH

e
TRMERETRABEFFHZEEGE &
-BBEISERZRELREREREN
ERADESFREFENELETE -

CHEBHEPEI2EABENERANT ¢

2003 2002
(in HKS Mitlion) (B EET)
Local Stoff Retirement Benefits Scheme 90 47 i ESRKBR B
Expatriate Staff Retirement Benefits Scheme 4 1 BIMEERWNEBERIEE
MPF Scheme (@5% of staff's relevant income BESHB (HRELESHEERA
copped at HK$1,000/month) 3 3 BEo2RE tRBBRBE—-TX)
97 51
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13. Retirement benefits (cont’d) 13. BREH] (F)

(b) Defined benefits retirement schemes (b) REEKFFGE
The amount recognised in the profit and loss account was made up as ABRERCHELAENT
follows:
Local Scheme  Expatriate Scheme Total
FinES 8 BIMEBSTE st
2003 2002 2003 2002 2003 2002
(in HKS Milion) (BEEET)
Current service cost 80 71 6 5 86 76 FEBRBER
Interest cost 72 86 4 5 76 91 REEH
Expected return on plan assets @5 (110) @) ) 82) (19 HEEERPER
Net actuarial losses recognised in
current vear 13 - 1 - 14 - FEBRFRzEEEEFEH
Total 90 47 4 1 94 48 iR
Actual gdin/(loss) on plan ossets ©400 0 (110) 0 36 (1) - 436 0 (120) EHEEECERWE(BE)

The amount recognised in the balance sheet was determined as foliows:

Group and Company EBR 1\ 5

REERBERTHEAZBHNT

tocalScheme  Expatriate Scheme Total
T EETE EIMEERTE BE
2003 2002 2003 2002 2003 2002
@in HKS Million) (BHEET)
At 31st December: : TZA=+—-B#E:
Present value of obligations 1,574 1,460 104 95 1,678 1,555 EBEHEZRE
Fair value of plan assets (1,756) (1,244) (150) (112) (1,906) (1,356) HBIEEZLFE
Net (assef)/liability (182 216 @&  (17) © (228) 199 (BE) BEEHE
Unrecognised actuarial gains/(losses) 24 (333) 8 (22 32 (355 REMREEWHR)EBE
Asset recognised in the balance sheet  (158)  (117) (38 @ (196) (156) EREEREBXRTERAZEE
Movemerit in the asset recognised in the balance sheet: CREEABERTERZEEY
Group and Company £E R AT =
Local Scheme  Expatriate Scheme Total
T ESHE BIMESEE e
2003 2002 2003 2002 2003 2002
(in HKS Mitlion) . (B¥EET)
Asset at 13t January m7n o9 (39)  (40) (156) (139) —A—-OREEE
(Increase}/decrease due to: Em S RPRRAE
Total expense - as shown apove 90 47 4 1 94 48 @BEX — WL
Contributions paid (131 (65) 3) - (134) (65 DRIHE
Asset at 31st December (158) (17 (38) 39 (196) (156) +TZE=+—-BHEEEE
1
Principal actuarial assumptions for the year: AEEXTEREBESE ’
2003 2002
Discount rate 5% 5%  BFIRE
Assumed rate of refurn on plan assets 6% 6% RERFBEEERE
Assumed rate of future salary increases 4% 2% for 2004 and  BERAKEEH R
4% thereafter

004552%  2BR %

EERBIBERLOA_FRDHF
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14. Deferred taxation

Group and Company E@ & X 8

14, BEHIE

Net Deferred
Defered Tax Tax Liapility
Deferred Tax Liability Asset EERIBEE
BEREEHE BEBEEE FH
Accelerated
Tax  Refirement Tax
Depreciation Benefit Asset Others Losses
MEFIBRE EBHR2EE Hitt BBEE
(in HKS Million) (B EET)
Af 1st January 2002 147 22 - 89 80 C—EBE-_F-F-A#£EH
Charge/(credited) to
profit and loss - 3 &) (38) 38 HREZEPIHER
Af 31st December 2002 147 25 3) 51 118 ZBECFT+ZA=Z+-BHEE
Charge/(credited) to
profit and loss 8 9 ®) an 22 REZREPZH GR
B At 31st December 2003 155 34 ). . 40 . . 140 —EBE-ES - A4 -H8EE -

Deferred taxation is calculated in full on femperary differences under the liability
method using a principal faxation rate of 17.5% (2002: 16%).

15. Stocks and work in progress
Stacks and work in progress are stated at the lower of cost, calculated on a
weighted average basis, and net redlisable value. The carrying amount of stocks
and work in progress at year end carried at net realisable value is HK$28 million
(2002: HK$40 million) and HKS2 million (2002: HKS7 million) respectively. The
remaining batance is carried at cost,
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16. Debtors and creditors

The credit terms given to customers vary and are generally based on their
individual financial strengths. Credit evaluations of debtors are performed
periodically t¢ minimise any credit risk associated with receivables,

Debtors included a promissory note from a third party, the final repayment date
of which is in 2004, and which is irevocable and interest-free.

Group and Company

16. FEW R BRI
HTIEENEEREETHEE  —RRTFHEA
BINBBEINE - FREEHNHEBAEER
FHE - UBERERERRAEENEERR -

RUREEE ERBE=E2TAUREERE
SHE HBEMERHNENR-_ZFZTDNE -

EBERAT
2003 2002
(in HKS Million) (B EET)
Amount due within one year included under
current assets 2 2 FARBEERTAR - FREERE
Amount due over one yvear included under
deferred items - 2 FINEEEE TER—EL LEERIE
2 4

As at 31st December 2003, 98% of debtors (97% as at 31st December 2002) and
98% of creditcrs (99% as at 31st December 2002) were aged under six months.

ZZE=FTZR=+-B&E @Azt
NEKRB(CES-E+-A=+—-0£&HE5
BAZATEIREAZATNERERE(ZR
EF+ZRAEA+-HEEREIZNATAIZ
REBHERANEA -

17. Share capital 17. B&
Company A8
2003 2002

Number Number

of shares HKSM of shares HKSM

BRAHE BREHER BOBE BEEER
Authorised: EERA
Crdinary shares of HK$1.00 each ERBEEEEI.OEBER
At 31st December 210,000,000 210 210,000,000 210 +ZB=t+—84&£%
Issued and fully paid: BOARBERT
Ordinary shares of HKS$1.00 each EREEEYI.00TEER
At st Jcnuory‘ 166,324,850 166 166,451,450 166 —A—B#&EE
Shares repurchased and cancelied - - (126,600) - BORTFHERG
At 31st December 166,324,850 166 166,324,850 166 +=ZA=+-—H&EH

During the year under review, no purchase, sale or redemption of the shares of
the Company has been effected by the Company on the Hong Kong Stock
Exchange. In 2002, 126,600 shares were repurchased at an aggregate
consideration of HK$1.5 million and subsequently cancelled.

EEREZEEAR  ZRELEEEEREXE
FRBE - HELEHBA LA ZRE - EZ2R8
= £F126,600RRHUANRERE—BE
TERKEE - WA -




18. Reserves 18. fi#i8

Capital
Revenue reserve redemption reserve Total
WERHE BEBEHE st
2003 2002 2003 2002 2003 2002
(in HK$S Million) ' (BEEET)
Group x5
At Tst January 2,992 2645 19 19 3011 2664 —B—R&E
Profit affributableto
shareholders 345 465 - - 345 465 REEIEEF
Repurchase of own shares BBEAARRMG
- premium paid on
repurchase - M - - - m — BERE
Previous year’s final dividend
paid (76) €Y} - - (76) (70) BN LEERHRER
Previous year’s special
dividend paid (416) - - - (416) - EBNLEESBIRE
Current year's inferim
dividend paid 47 7 - - 47 47y BENEFESRHRE
At 31st December 2,798 2,992 19 19 2,817 3,011 +ZB=+—-8#%%
The Company 1,961 2,384 19 19 1,980 2,403 A2dF
Subsidiary company 8 8 - - 8 8 MEBAA
Jointly controlied companies 829 400 - - 829 600 HERQTF
2,798 2,992 19 19 2,817 3.011
Company Y] o
“At st January 2418 2259 19 19 2437 2278 —A—A£E
Profit attributable fo
shareholders 115 277 - - 115 277 BEEMER
Repurchase of own shares AEENNGI L
~ premium paid on
repurchase - M - - - m — BRRE
Previous year’s final dividend
pald (76) )} - - (76) (70 CHRLEEXREES
Previous year’s special
dividend pcid (416) - - - 416) - BHEHLFEEHIEE
Current year’s interim
dividend paid ) 47) 47 - - 47) (47) BERNEEERHRE
At 31st December 1,994 2,418 19 19 2,013 2437 +FZRE=+-B#E

Distributable reserves of the Company at 31st December 2003, calculated under BIBEBBORRGIE7IBEHE  RATR-E

section 798 of the Hong Kong Companies Crdinance, amounted to HK$1,994 EZF+-RA=+-AH7BEZHEERBE T

million (2002, HK$2,418 million). AEATFOEER (CBRE_FABR_TOE
—FNBER)

The revenue reserve includes HK$259 million (2002: HK$492 million) representing

the recommended final dividend and special dividend for the year under review WERBEEAFEREZEZRERERBIR

(note 8). B8 B —EETABER(ZEE =R
BEBEENEAT-EER
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19. Long term foan 19. REAER
Group and Company

EEROT
2003 2002
(in HKS Million) (B BEET)
At 1st January 107 110 —B—-B&%
Repayment during the vear &) (3) REEREE
At 31st December 104 107 +ZBE=+-B&E
Maturity profile! BRER
Repayable within one year 4 3 R—FRER
Repayable between one and two years 4 4 R-FZMEREER
Repayable between two and five years 15 14 RREERERNESE
Repayable cffer five years 81 86 REFE#%EER
104 107
Armount due within one year included under
current liabilities 4) ©) NARDEEETER - FRAEERIE
100 104

The loan is provided by a subsidiary of Cathay Pacific Airways Limited, is ZEEFEEERREERAAZ—RHRBLT
unsecured, interest bearing ot 8.35% per annum and is repayable by equal semi- BE IEER EXRBFIZN\HBZ=E
annual instaiments to June 2018, BIE-NEXRELUBEZXFTHRERE -




20. Notes to the consolidated cash flow statement

(B)

(©)

(@)

(a) Reconciliation of operating profif fo cash generated from operations (a) BERFAELEL LR
2003 2002
(in HKS Million) (B EET)
Operating profit 108 273 BRI
Depreciation 129 126 wE
Receipt on sale of business to a jointly
controlled company - 7 HEERF-IHZRTWA
Decrease in promissory note 2 2 HRRE D
Increase in retirement benefits asset (40) an BRABEREELMN
Decrease in stocks and work in progress 34 52 FERERIERD
Decrease/(increase) in debtors and prepayments 74 (83) W R EFERERD /(8N
(Decrease)/increase in creditors and accruals (54) 40 R BRI (L) B
Net cash generated from operations 253 400 EEELCHESFH
Analysis of changes in financing (b) BEBE SN
Long-term Minority
loan interest Total
REBER PBREER Bt
(in HK$ Mifion) (B EET)
At 31st December 2001 110 5 115 TEFE-E+ZA=Z+-BEE
Repayment of term loan 3) - (3 BEREER
At 31st December 2002 107 5 112 ZIEEFEF+_B=+—-BH#E
Repayment of term loan 3) - 3) BERHER
At 31st December 2003 104 5 109 IEBEZES+ A=+ —-A#E
Analysis of changes in cash and cash equivalents (¢c) BERBEEEYBES W
2003 2002
(in HK$ Miflion) (BHEET)
At 1st January 475 13 —-B—B#E
(Decrease)/increase in cash and cash equivalents (67) 362 RERRELEEY CED) EMW
At 31st December 408 475 +T-A=+-BH#H
Analysis of deposits and bank balances at () t—A=+—A#EZFHZRRATERF
31st December DA
Cash and cash equivalents RERBEEEY
- Short term deposits and bank balances 408 475 — ERERRBTES
Deposits maturing after three months 12 72 B=ZEAEHRRER
420 547

20. ZFEWETERME
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21. Capital commitments
Group and Company

21. EFHURA

BN AT
2003 2002

(in HKS Milfior) (8 E8T)
Contracted for but not provided in the accounts 21 23 BN BREREBRIEES
Authorised by Directors but not contracted for 13 18 BREERREM/RITH
The Group's share of capital commitments of jointly tRFABEAEFRERECR 2ERERE
controlled companies not included cbove: mE

Contracted for but not provided in the accounts 13 95 EITHNEBREREPEES

Authorised by Directors but not contracted for 5 10 EEEAMEERTH
22, Llease commitments 22. HERE

At 31st December 2003, the Group had future aggregate minimum lease
payments under non-cancellable operating leases as follows:

TEBRSFVTZAZT-AKE  RERER
THUHHEXHEE 2 RREEETHAHEY

T
Group and Company
EBRAT
2003 2002
(in HKS Million) G=T-V)
Land and buildings: THERETF :
Leases expiring: 4B R RS
- Within one year 49 53 — —FR
- After one year but within five years 193 205 — —F#IFR
- After five yecrs 456 538 — RE#

698




23. Related Party Transactions

The Group has a number of fransactions with its relafed parties. All frading
transactions are conducted on normal commercial terms in the ordinary and
usual course of business, The aggregated fransactions and balances which are
rmaterial to the Group and which have not been disclosed sisewhere in the
annual report are surmmarised below:

23. FHEALES
FEEEETEHEALRS - MARSHRE
B-REEGEUAREEREBEFTES -
FREZEARREELEHAGETRES
REBRERFREBFEDT -

Jointly Other
Controlled Reloted
Companies Parties Total
Note AERATE EMEBREAL 5t
Bk 2003 2002 2003 2002 2003 2002
(in HKS Million) (B¥EExR)
Revenue from provision
of services 234 177 1,034 1,083 1,268 1,240 REREHRAEBZWA

Purchase of services b 1 3 49 76 50 79 BER®
Debtors at 31st December ¢ 163 166 +Z A=+ -—AZERKERE
Creditors at 31st December ¢ 10 28 FToE=+-—BHEERAERE

Note:

<.

Revenue from the provision of services to jointly controlied companies comprised mainly
services to HAESL and TAECOQ, Services provided to HAESL included engine component
repairs charged at normal commercial rates and the provision of certain administrative
services charged at cost based onthe agreement with Rolis-Royce plc conceaming the
formation of HAESL. Services provided to TAECO related principally to charges at
commercial rates covering the stationing of a working feam of 148 people on average
in TAECO and management services, Services provided o ofher jointly conirolled
companies included component and other operational support charged at normal
commercial rates.

Revenue from the provision of services to other related parties comprised maintenance
charges for the Cathay Pacific Alrways, Dragonair and Alr Hong Kong fleets os well as
logistic support and storage charges for Cathay Pacific Airways.

Purchases of services from jointly confrolled companies comprised mainly overhaul
charges for work carried out on aircraft components by HAESL.

Purchases of services from other related parties comprised:

o AREAREUEEAEZRATECRERTER
ERPHRESRELIAREMIAETRBEIRAFE
H2ZBE - ATEMZVBREERBE2ARM
BROEE - REXERUB 2 BEREHEE
RRBEEFRAARAMALEENERBBREE
BEQRM 2 BN TR BREZET TR
®eo ABMASRBIBATRH2RBEERE
EFAEREIEASTRE-—EFE-EMTAA
MIF EARHEERERZERREERKSE -
BEARELARHZEREEE-RERERR
B BHRREMEFEZE -

BEAEEEATEHERAGIWACERER

ENT BEMEAFRERME D DREKE
ZREEROBERECDUDMIADERRMEE
BX o

b, BREQAFDBEZEVIECENTENERDHE
HERBRAIT2REBERBES -

MEMEREEATBE > BEEE
2003 2002
(in HKS Milliory) CB¥EET)
Spares purchased from Cathay Pacific Airways Limited 30 55 BEREREATNBESST
Property insurance placed through SPACIOM,
a captive insurcnce company wholly owned by A-REATROERATZEEE-2EEER
Swire Pacific Limited 3 - KRB DRASPACIOME R 2 B ERR
Services fee payable to John Swire & Sons (H.K.) Limited 3 8 BEBALTEEERATNZTZRESE
Reimbursement, at cost, of expenses incurred, payable to
John Swire & Sons (H.K.) Limited 13 13 BEEBATEBERAAXGZREASAXER
49 76

The outstanding amounts at 31st Decerber 2003 due from/to other related parties are
contained respectively in “debtors and prepayments” and “creditors and accruals” in
the consolidated and company balance sheet,

With the exception of the insurance premium payable to SPACIOM and the services fee
payable to John Swire & Sons (H.K.) Limited Group as descrived in note b, none of the
above related party transactions constitute a discloseable connected transaction as defined
in the Listing Rules.
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c. REBBZF+-AZ+-BHEERW/EIHE
EHEATBREGHIBRGEEESERIRIA
AEELER (R RACERI RIBYRER R
Bl e

ER M OB SiESPACIOME (I 2 RERME B AL E
BERABDXMZBEEN  LBEREALZEYTE
RETRAFREZATHERERS -




FrNCIgat suBdsialary ana Joinniy uonirotied LoMmpanies = =P /aE L At Ri= 4L A

at 31st December 2003 —EEZFE+ /=1 —HEE

Owned by
Piace of jointly
incorporation controlled  Aftributable
and operation Owned  companies to the
SFMEIR Principal activities directly HizNF Group
T gk FTEER EEES ] EEGEF
Subsidiary Company:
BELe] -
South China Aero Technology Limited Hong Kong Aviation products frading 60% - 60%
EEMEEMERAE =k MEEMES
Jointly Controlled Companies:
FHIERE]
EADS SOGERMA HAECQO Services Hong Kong Alircraft component repair &0% - 50%
Company Limited g8 services
RIS IE RS
Goodrich Asia-Pacific Limited HongKong  Carbon brake machining and 49% - 49%
BB wheel hub overhaul
MERE L LI RBEAE
Goodrich TAECO Aeronautical Systems Xiamen Aircraff fuel control, flight - 35% 17.3%
(Xiamen) Company Limited B control and glectical
EMRZEEAGFEMERLS component repairs
R AIESIE  MEZESER
SERA 151
Honeywell TAECO Aerospace (Xiamen) Xiamen Alrcraft hydraulic, pneumatic, 25% 10% 30%
Company Limited =i! avionic component and other
ENEEERAL TN BRAR aviation eguipment repairs
- REERE - RE - REISER
HMEREIEERE
Hong Kong Aero Engine Services Limited Hong Kong Commercial aero engine 45% - 45%
EREMERHRECHEEERLT &g overhaul services
B ARESIERERK
In-Services Asia Limited Hong Kong Aircraft component frading 35% - 35%
B8 and repair services
REAEGE S RISERE
Singapore Aero Engine Services Pte, Limited Singapore Trent engine overhoul services - 20% 9%
HIEMERBREERBERL A g BRIEFSIBRIBRE
Taikoo (Shandong) Aircraft Engineering Shandoeng Heavy maintenance services 20% 10% 25%
Company Limited (formerly named R for B737 aircraft
Shandong TAECO Aircraft Engineering B737 BRI R RIS R TS
Cormpany Limited)
WERAEREIRERAR
Taikoo (Xiamen) Aircraft Engineering Xiamen Aircraft heavy maintenance 49.6% - 49.6%
Company Limited = R R BEIERSE

EFAETREIEERAE

Principal subsidiary and jointly controlled companies are those which, in the opinion
of the Directors, materially affect the result or assets of the Group.

EERAATENERARRAZEAREHESR

ZEEREEREERY LT -

EREMBIRARAD - IEZERED 25
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Auditors’ report to the shareholders of
Hong Kong Aircraii Engineering Company Limited
(Incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 28 to §1 which have been
prepared in accordance with accounting principles generally accepted
in Hong Kong.

Respective responsibilities of directors and auditors

The Hong Kong Companies Crdinance requires the directors to prepare
accounfs which give a frue and fair view. In preparing accounts which
give a true and fair view it is fundamental that appropriate accounting
policles are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit,
on those accounts and o report our opinion solely 1o you, as a body, in
accordance with section 141 of the Hong Kong Companies Crdinance,
and for no other purpose. We do not assume responsibility towards or
accept lichility o any other person for the contents of this report.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing
Standards issued by the Hong Kong Society of Accountants. An audit
includes examination, on a test basis, of evidence relevant to the amounts
and disclosures in the accounts. It also includes an assessment of the
significant estimates and judgements made by the directors in the
preparction of the accounts and of whether the accounting policies are
appropriate to the circumstances of the Company and the Group,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain alf the information
and explanations which we considered necessary in order to provide us
with sufficient evidence fo give recsonable assurance as fo whether the
accounts are free from material misstatement. In forming our opinion we
also evaluated the overall adequacy of the presentation of information
in the accounts, We believe that our cudit provides a reasonable basis
for our opinion,

Opinion

In our opinion, the accounts give a frue and fair view of the state of affairs
of the Company and the Group as at 31st Decembber 2003 and of the
profit and cash flows of the Group for the year then ended and have
een properly prepared in accordance with the Hong Kong Companies
Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong. 9th March 2004
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